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Ladies and Gentlemen: 

We have considered your appl ica t ion  fo r  recognit ion of exemption 
from federil l  income tax  under sec t ion  501(c ) (3 )  of t h e  In t e rna l  Revenue . Code. 

The evidence submitted shows t h a t  you a r e  operat ing as  an unincor- 
porated a s s o c i a t  jnn. 

Your present  primary purposes and a c t i v i t i e s  a r e  your monthly meet- 
i ngs  and your a r t  e x h i b i t s .  You a lao  plsn to  have an ~ :duca t iona l  type 
of news le t t e r .  

You have described your educational a c t i v i t i e s  of your monthly meet- 
i n g  as  follows: Each guest  a r t i s t  (wlm is  a  professional  a r t i s t  and some- 
times a l so  a  t eache r )  d ~ m o n s t r a t e s  h i d h e r  media and s t y l e ,  with examples 
of t h e i r  work, perforn;ance of t h e i r  s p e c i a l i t y ,  and/or l e c t u r e s .  These 
a r t i s t s  a l s o ,  a t  your r eques t ,  submit t o  a  question-and-answer period so 
t h a t  each person at tending has  t he  opportunity t o  ask ques t ions .  These 
meetings a r e  open to the publ ic .  

Your e x h i b i t s  e r e  both jur ied  and nonjuried shows. Your chairman 
determines how.many works of a r t  w i l l  be accepted from each member. 
When a member s e l l s  a  work, t h e  buyer and a r t i s t  dea l  s o l e l y  with each 
o the r .  You do not take  a  commission on,any s a l e s  a t  your shows. You 
. : t a t 4  t h a t  you only  d i f f e r  from a  commercial g a l l e r y  i n  t h a t  t he  exhi- 
b i t s  e r e  for  on ly  a  sho r t  t ime. There a r e  a r t  museums and a r t  g a l l e r i e s  
i n  the  a r ea .  YOU s t a t ed  t h a t  you do not provide any educat ional  ma te r i a l  
t o  t h e  publ ic  a t  your exh ib i t s .  

Your p r i n c i p a l  source of income w i l l  be from your membership dues.  
Your p r i n c i p a l  expenditure  w i l l  be the  expense of your a r t  shows. 

Sec t ion  5 0 1 ( c ) ( 3 )  of t h e  Code provides f o r  t he  exemption from fede ra l  
income t ax  of o rgan iza t ions  t h a t  a r e  organized and operated exc lus ive ly  for  
educat ional  purposes. 

Sec t ion  1 . 5 0 1 ( ~ ) ( 3 ) - l ( d ) ( l ) ( i i )  of t he  Income Tax Regulations pro- 
vides t h a t  an organiza t ion  i s  not organized and operated exolus ive ly  fo r  
educat ional  purposes un le s s  i t  serves  a  publ ic  r a t h e r  than a  p r i v a t e  in- 

'. t 'er'est. Thus, an o rgan iza t ion  may not be op t r a t ed  fo r  t h e  b e n e f i t  of 
. . _ .  

. ' . ' .  ; d k s i g n e t 4  indivl.duals.  
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Sect ion 1 . 5 0 1 ( ~ ) ( 3 ) - l ( d ) ( 2 )  of the  regula t ions  provides t h a t  the  
term "educat ionalw r e l a t e s  to the  in s t ruc t ion  of the  publio on s u b j e c t s  
u se fu l  t o  the  individual  and benef ic ia l  t o  the  community. Museums a r e  
included i n  the  examples of educational organizat ions which, i f  they 
otherwise meet the  requirements of sec t ion  501(c)  (3 )  of t he  Code, may 
qua l i fy  under t h i s  sec t ion ,  

Sect ion 5 0 1 ( c ) ( 3 )  of t he  Code has been construed a s  requi r ing  a l l  
t h e  resources  of the  organizat ion t o  be applied to the  pu r su i t  of  one 
o r  more of the exempt purposes the re in  spec i f ied .  The presence of a  
s i n g l e  nonexempt purpose, i f  s u b s t a n t i a l  i n  na ture ,  w i l l  preclude exemp- 
t i o n .  See Bet te r  Business Bureau v .  U.S., 326 U.S. 279 (1945), c t .  D.' 
1650, 1945 C.B. 375. 

Although an inc identa l  p r iva t e  bene f i t  w i l l  not des t roy  the  qual i -  
i i c a t  ions of an otherwise educational organizet  ion, where an organiza-  
t i o n  i s  serving both public and p r i v a t e  i n t e r e s t s  t he  p r iva te  b e n e f i t  
m u s t  be c l e a r l y  inc iden ta l  t o  the  overr id ing  public  i n t e r e s t .  A con- 
t r a r y  f inding w i l l  i nd ica t e  t h e t  t he  organizat ion i s  serving p r i v a t e  
i n t e r e s t .  Benedict Ginsberg v .  Commissioner, 46 T.C. 47  ( 1966). 

In Cleveland Creat ive Arts  G u i l d  v .  Commissioner, 50 TCM 272, Dec. 
42, 192(M), TC Memo 1985-316, t h e  court  s t a t e d  t h a t  i n  determining 
whether an organiza t ion ' s  non-exempt a c t i v i t i e s  exceed t h e  benchmerk 
of i n s u b s t a n t i a l l y  s e t  out i n  t he  r egu la t ions ,  the  f ac to r s  to  be con- 
s idered include:  ( 1 )  t he  manner i n  which the  organiza t ion ' s  a c t i v i t i e s  
a r e  conducted, ( 2 )  t h e  commercial hue of these a c t i v i t i e s ,  and ( 3 )  t h e  
ex i s t ence  and amour?t of p r o f i t  from these  a c t i v i t i e s .  T h i s  case  a l s o  
held t h a t  t h e  Cleveland Ci+eative Arts G u i l d  was not operated for t h e  
p r i v a t e  i n t e r e s t s  of i t s  members. 

Rev. R u l .  11-395, 1971-2 C.B. 228, holds t h a t  a  cooperat ive a r t  
g a l l e r y  formed and operated h y  a  group of o r t i s t s  for  the  purpose of 
exn ib i t ing  and  s e l l i n g  t h e i r  work does not qual i fy  under sec t ion  
5 0 1 ( c ) ( 3 )  of t h e  Code. 

The information submitted shows t h a t  you ac t  a s  a  c a t a l y s t  fo r  
showing and s e l l i n g  the  a r t  work of your members. I n  addi t ion ,  you 
a r e  a  , veh ic l e  fo r  advancing t h e  careers  and pt-omotirrg t h e  s a l e  of t h e  
a r t  work of your members. These above a c t i v i t i e s  a r e  personal and a re  
d i rec ted  towards your members and a r e  a  subs t an t i a l  p a r t  of your a c t i v i -  
t i e s .  Thus, you serve the  pr iva te  plirposes of your members, even though 
t h e  exh ib i t ion  and s a l e  of pa in t ings  may be an educat ional  a c t i v i t y  i n  
o the r  r e spec t s .  

You a r e  d i s t ingu i shab le  from t h e  Cleveland Creat ive Arts G u i l d  case 
i n  t h e  amount of a a l e  i n  your e x h i b i t s  by your a r t i s t  members, t h e  com- 
mercial  manner of your opera t ions ,  and your se l ec t ion  c r i t e r i a .  Thus, 
it i s  our conclusion t h a t  you serve a  s u b s t a n t i a l  p r iva t e  in te .  -st of your 
members. You a r e  a l so  d i s t ingu i shab le  from t h e  Cleveland Crea t ive  Arts 
Guild case on t h e  amount of your educat ional  a c t i v i t i e s  i n  comparioon 
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to  your non-exempt a c t i v i t i e s .  Thus, i t  is our conclusion t h a t  your 
non-exempt a c t i v i t i e s  a r e  m r e  than an in subs tan t i a l  par t  of your 
a c t i v i t i e s .  

Accordingly, i t  i s  our conclusion t h a t  you a r e  ne i the r  organized 
rlor operated exclusively for one o r  m r e  purposes as  spec i f i ed  i n  sec- 
Llon 50: (c) (3)  of t h e  Code. Therefore, you a r e  not e n t i t l e d  t o  be 
recognized au exempt from fede ra l  income tax  under aect ion 501 ( c )  ( 3 )  
of the  Cade. You a r e  required t o  f i l e  federa l  income tax r e t u r n s  and 
con t r ibu t ions  t o  you a r e  not deduct ible  under sec t ion  170 of t h e  Code, 

You have the  ~ ' i g h t  to p r o t e s t  t h i s  rul ing i f  you be l i eve  i t  i s  1.n- 
c o r r e c t .  To p ro te s t ,  you should submit a  statement of your views, w i t h  a  
f u l l  explanation of your reasoning. This  statement,  signed by one of your 
off iceink,  must be submitted i n  dup l i ca t e  within 30 days from the  da te  of 
t h i s  l e t t e r .  'You alrw, have a r i g h t  to  a  conference i n  t h i s  o f f i c e  a f t e r  
your statement is  submitted. You m u s t  request t he  conference,  i f  you want 
one, when you f i l e  your p r o t e s t  statament.  I f  you a r e  to  be represented 
by smeone w h ~  i s  not one of your o f f i c e r s ,  t h a t  person w i l l  need t o  f i l e  
a  proper power of at torney and otherwise qua l i fy  under our Conference and 
P r o c t i c e . ~   requirement^. 

I f  you do not p ro te s t  t h i s  proposed ru l ing  i n  a  t imely manner, i t  
w i l l  be ccnsidered by the  In terna l  Revenue Service a s  a  f a i l u r e  t o  ex- 
haust  edmlnis t ra t ive  remedies. Sect ion 7428(b)(2)  of t h e  I n t e r n a l  Revenue 
Code, provides,  i n  p a r t ,  t h a t ,  " A  declara tory  judgment o r  decree under 
t h i s  sect.ion s h a l l  not be issued i n  any procecding unless  t h e  Tax C ~ u r t ,  
the United S t b t e s  Claims Court, or  t h e  d i ~ t r i c t  cour t  of the  U n i t e d  
S t a t e s  for the  D i s t r i c t  of Columbia determines t h a t  t,he organiza t ion  
involved has exhaus t .d  sl~dministrat.ive remedies ava i lab le  to it w i t h i n  
the  In t e rna l  Revenue Serv1.ce." 

I f  we do not hear l'rom you w i t h i n  30 days, t h i s  ru l ing  w i l l  become 
f i n a l  and copies  w i l l  be forwarded t o  your key D i s t r i c t  Director i n  
Dal las ,  Texas, Thereaf te r ,  any quest ions about your f ede r s l  income tax 
s t a t u s  should be addressed to t h a t  o f f i ce .  The appropriate  S t a t e  o f f i -  
c i a l s  w i l l  be no t i f i ed  of t h i s  act ion i n  accordance with Code sec t ion  
6104(c), 
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\!hen submitting addi t ional  l e t t e r s  w i t h  respect t o  t h i s  caae t o  the  
In te rna l  Revenue Service,  you w i l l  expedite t h e t r  r2ce ip t  by p l sc ina  t h e  
following symbols on the  envelope: *************** ***** ****. These 
symbols do not r e f e r  t o  your case b u t  r a the r  to i t 8  loca t ion .  

Sincerely yours, 

*****  ***** * 

Chief, Exempt Organisation8 
R u l i n g s  Branch 




